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The Critically Important

New Rules on Gifts to Charity

If you want tax deductions for charitable contributions, starting in 2007, you’ll have to be more diligent than ever before. Under new law, all cash contributions now must be substantiated, even small ones.

You can support these deductions with a bank record, such as a canceled check. A personal log no longer is acceptable. Alternatively, you need a detailed receipt from the charity or nonprofit organization receiving the donation. Details that you need to know…

The $250 understanding

Under the old rules, cash contributions of less than $250 received special treatment. (See the rules on cash gifts of $250 and up, which haven’t changed.)

How it worked: Previously, you could back up your claimed deduction with a canceled check or an acknowledgement letter from the charity. A personal log (a diary or memo to yourself) also was acceptable. Repeated contributions to the same charity were not aggregated.

Example: Every Sunday, you went to church and put a $20 bill in the collection plate. You could go home and enter this donation in your diary. At year-end, if you had 50 such entries, you could claim a $1,000 charitable deduction for those donations.

New rules: As of 2007, a personal log will not be sufficient to support a charitable deduction if you are questioned. Instead, you’ll need a bank record, or some form of communication from the charity showing the organization’s name, the date of the donation, and the amount. This may not be practical for very small contributions, though.

Strategy: Instead of donating cash to your church or other charities, give checks. Another method is to make pledges or hand over IOUs for small amounts, then fulfill those promises later with a check.

You can also arrange for  automatic weekly church contributions from your bank account─then produce the account records if necessary.

Just the good stuff

A new rule that first took effect in 2006 relates to donations of used items such as clothing, housewares, and furniture.

How it works: The new law states that deductions for these charitable contributions will be permitted only if the items are in “good used condition or better.” 

Congress reportedly was reacting to tales of people giving away tattered underwear and threadbare socks, then claiming a tax deduction at unrealistic valuations.

Trap: The law does not spell out what is meant by “good used condition or better,” or how such a condition can be verified.

Strategy: Assume that the intent of this provision is to confine charitable deductions to items that actually can be used. Don’t claim deductions for torn T-shirts or broken appliances.

Do the best you can to substantiate the usability of items you donate. You might take photos of garments you are giving away, for example, before taking them to the Salvation Army.

Date those photos and keep them handy in case your claimed deductions are ever questioned.

Loophole: The “good used condition or better” rule does not apply for donations of any single item where the claimed value is more than $500. This claim must be supported by an appraisal from a qualified, unrelated party and must be accompanied by IRS Form 8283, Noncash Charitable Contributions, filed with your tax returns. Impact: If you can get an appraisal of $600 for your broken–down lawn tractor, you can write off $600.

Who can be a qualified appraiser? Essentially, someone who regularly performs appraisals of the type of property in question and understands the civil penalties that apply for intentional value overstatements.

Example: Someone who appraises household items for auctions or insurance purposes might be willing to put a value on that designer suit you’re giving away because it no longer fits.
Resources: The American Society of Appraiser (703-478-2228, www.appraiser.org) has a “find an appraisal expert” service, as does the International Society of Appraisers (206-241-0359, www.isa-appraisers.org).

Paper proofs

Prior law still applies to cash contributions of $250 or more…

Required: You must get a written acknowledgement from the charity reporting the amount and date of the donation. Also, the charity must state whether any goods or services were provided to you in return.

If so, a value must be placed on those goods or services.

Example: You donate $500 to a charity, which entitles you to attend a banquet. The charity must put a value on the meal it provides.

If that value is set at $100, you would get a $400 tax deduction, not $500.

Deadline: Obtain the charity’s letter on or before the date you file the relevant tax return.

From an IRA to charity

A section of the new Pension Protection Act also raises substantiation issues. This provision permits charitable IRA rollovers, which are tax-free IRA distributions to charities.

How they work: Money from an IRA can go directly to a charity. Most charities qualify, other than supporting organizations, donor-advised funds, and private foundations. (Supporting organizations are charitable entities established solely to provide operational or financial support to one or more other tax exempt organizations, such as a specific university.)

Distributions from the IRA to the charity are excluded from taxable income. Such distributions are not deductible.

Limits: You must be at least 701/2 years old to execute a charitable IRA rollover. No more than $100,000 can be rolled over this year.

Unless the law is extended, this opportunity expires after 2007.

Benefit: Due to the interaction of various Tax Code provisions, seniors may wind up ahead by making charitable contributions from their IRA this year.

These charitable contributions count toward the IRA’s required minimum distribution in 2006 and 2007, as well as reduce the owner’s taxable estate. In addition, taxpayers receive a state tax benefit in those states that tax required minimum distributions and do not allow for tax-deductible charitable contributions.

Substantiation: Donors must obtain written confirmation from each charity spelling out the amount and date of the contributions.

Trap: As mentioned, contributions must come directly from the IRA custodian to the charity. A charity might receive a contribution from, say, John Jones’s IRA. But, the charity might not know which John Jones is the IRA owner and might not have the information necessary for sending the required letter.

Strategy: Take the following steps to see that the relevant information gets to each charitable recipient…

· Write to the IRA custodian. Formally request a charitable IRA rollover. Ask that the charity be given your name and address as the donor of record.

· Write to each charity. Inform each recipient that a contribution is on the way from your IRA via its custodian. Ask that the charity send you a letter at a specified address acknowledging the gift.

Sample letters for this purpose from the Planned Giving Design Center can be found at www.pgdc.com/jfgw/item/?itemID=368499. 

Should you have any questions or concerns please do not hesitate to call (208) 343-1500.
